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(i) If the Contracting Officer determines 
that the Contractor has corrected all signifi-
cant deficiencies as directed by the Con-
tracting Officer’s final determination, the 
Contracting Officer will, as appropriate, dis-
continue the withholding of progress pay-
ments and performance-based payments, and 
direct the Contractor, in writing, to dis-
continue the payment withholding from bil-
lings on interim cost vouchers under this 
contract associated with the Contracting Of-
ficer’s final determination, and authorize the 
Contractor to bill for any monies previously 
withheld that are not also being withheld 
due to other significant deficiencies. Any 
payment withholding under this contract 
due to other significant deficiencies, will re-
main in effect until the Contracting Officer 
determines that those significant defi-
ciencies are corrected. 

(ii) If the Contracting Officer determines 
that the Contractor still has significant defi-
ciencies, the Contracting Officer will con-
tinue the withholding of progress payments 
and performance-based payments, and the 
Contractor shall continue withholding 
amounts from its billings on interim cost 
vouchers n accordance with paragraph (e) of 
this clause, and not bill for any monies pre-
viously withheld. 

(iii) If the Contracting Officer determines, 
based on the evidence submitted by the Con-
tractor, that there is a reasonable expecta-
tion that the corrective actions have been 
implemented and are expected to correct the 
significant deficiencies, the Contracting Offi-
cer will discontinue withholding payments, 
and release any payments previously with-
held directly related to the significant defi-
ciencies identified in the Contractor notifi-
cation, and direct the Contractor, in writing, 
to discontinue the payment withholding 
from billings on interim cost vouchers asso-
ciated with the Contracting Officer’s final 
determination, and authorize the Contractor 
to bill for any monies previously withheld. 

(iv) If, within 90 days of receipt of the Con-
tractor notification that the Contractor has 
corrected the significant deficiencies, the 
Contracting Officer has not made a deter-
mination in accordance with paragraphs 
(f)(2)(i), (ii), or (iii) of this clause, the Con-
tracting Officer will reduce withholding di-
rectly related to the significant deficiencies 
identified in the Contractor notification by 
at least 50 percent of the amount being with-
held from progress payments and perform-
ance-based payments, and direct the Con-
tractor, in writing, to reduce the payment 
withholding from billings on interim cost 
vouchers directly related to the significant 
deficiencies identified in the Contractor no-
tification by a specified percentage that is at 
least 50 percent, but not authorize the Con-
tractor to bill for any monies previously 
withheld until the Contracting Officer 

makes a determination in accordance with 
paragraphs (f)(2)(i), (ii), or (iii) of this clause. 

(v) At any time after the Contracting Offi-
cer reduces or discontinues the withholding 
of progress payments and performance-based 
payments, or directs the Contractor to re-
duce or discontinue the payment with-
holding from billings on interim cost vouch-
ers under this contract, if the Contracting 
Officer determines that the Contractor has 
failed to correct the significant deficiencies 
identified in the Contractor’s notification, 
the Contracting Officer will reinstate or in-
crease withholding from progress payments 
and performance-based payments, and direct 
the Contractor, in writing, to reinstate or in-
crease the percentage withheld on interim 
cost vouchers to the percentage initially 
withheld, until the Contracting Officer de-
termines that the Contractor has corrected 
all significant deficiencies as directed by the 
Contracting Officer’s final determination. 

(End of clause) 

[76 FR 28875, May 18, 2011, as amended at 77 
FR 11366, Feb. 24, 2012] 

252.242–7006 Accounting system ad-
ministration. 

As prescribed in 242.7503, use the fol-
lowing clause: 

ACCOUNTING SYSTEM ADMINISTRATION (FEB 
2012) 

(a) Definitions. As used in this clause— 
(1) Acceptable accounting system means a 

system that complies with the system cri-
teria in paragraph (c) of this clause to pro-
vide reasonable assurance that— 

(i) Applicable laws and regulations are 
complied with; 

(ii) The accounting system and cost data 
are reliable; 

(iii) Risk of misallocations and mischarges 
are minimized; and 

(iv) Contract allocations and charges are 
consistent with billing procedures. 

(2) Accounting system means the Contrac-
tor’s system or systems for accounting 
methods, procedures, and controls estab-
lished to gather, record, classify, analyze, 
summarize, interpret, and present accurate 
and timely financial data for reporting in 
compliance with applicable laws, regula-
tions, and management decisions, and may 
include subsystems for specific areas such as 
indirect and other direct costs, compensa-
tion, billing, labor, and general information 
technology. 

(3) Significant deficiency means a short-
coming in the system that materially affects 
the ability of officials of the Department of 
Defense to rely upon information produced 
by the system that is needed for manage-
ment purposes. 
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(b) General. The Contractor shall establish 
and maintain an acceptable accounting sys-
tem. Failure to maintain an acceptable ac-
counting system, as defined in this clause, 
shall result in the withholding of payments 
if the contract includes the clause at 252.242– 
7005, Contractor Business Systems, and also 
may result in disapproval of the system. 

(c) System criteria. The Contractor’s ac-
counting system shall provide for— 

(1) A sound internal control environment, 
accounting framework, and organizational 
structure; 

(2) Proper segregation of direct costs from 
indirect costs; 

(3) Identification and accumulation of di-
rect costs by contract; 

(4) A logical and consistent method for the 
accumulation and allocation of indirect 
costs to intermediate and final cost objec-
tives; 

(5) Accumulation of costs under general 
ledger control; 

(6) Reconciliation of subsidiary cost ledg-
ers and cost objectives to general ledger; 

(7) Approval and documentation of adjust-
ing entries; 

(8) Management reviews or internal audits 
of the system to ensure compliance with the 
Contractor’s established policies, procedures, 
and accounting practices; 

(9) A timekeeping system that identifies 
employees’ labor by intermediate or final 
cost objectives; 

(10) A labor distribution system that 
charges direct and indirect labor to the ap-
propriate cost objectives; 

(11) Interim (at least monthly) determina-
tion of costs charged to a contract through 
routine posting of books of account; 

(12) Exclusion from costs charged to Gov-
ernment contracts of amounts which are not 
allowable in terms of Federal Acquisition 
Regulation (FAR) part 31, Contract Cost 
Principles and Procedures, and other con-
tract provisions; 

(13) Identification of costs by contract line 
item and by units (as if each unit or line 
item were a separate contract), if required 
by the contract; 

(14) Segregation of preproduction costs 
from production costs, as applicable; 

(15) Cost accounting information, as re-
quired— 

(i) By contract clauses concerning limita-
tion of cost (FAR 52.232–20), limitation of 
funds (FAR 52.232–22), or allowable cost and 
payment (FAR 52.216–7); and 

(ii) To readily calculate indirect cost rates 
from the books of accounts; 

(16) Billings that can be reconciled to the 
cost accounts for both current and cumu-
lative amounts claimed and comply with 
contract terms; 

(17) Adequate, reliable data for use in pric-
ing follow-on acquisitions; and 

(18) Accounting practices in accordance 
with standards promulgated by the Cost Ac-
counting Standards Board, if applicable, oth-
erwise, Generally Accepted Accounting Prin-
ciples. 

(d) Significant deficiencies. (1) The Con-
tracting Officer will provide an initial deter-
mination to the Contractor, in writing, on 
any significant deficiencies. The initial de-
termination will describe the deficiency in 
sufficient detail to allow the Contractor to 
understand the deficiency. 

(2) The Contractor shall respond within 30 
days to a written initial determination from 
the Contracting Officer that identifies sig-
nificant deficiencies in the Contractor’s ac-
counting system. If the Contractor disagrees 
with the initial determination, the Con-
tractor shall state, in writing, its rationale 
for disagreeing. 

(3) The Contracting Officer will evaluate 
the Contractor’s response and notify the 
Contractor, in writing, of the Contracting 
Officer’s final determination concerning— 

(i) Remaining significant deficiencies; 
(ii) The adequacy of any proposed or com-

pleted corrective action; and 
(iii) System disapproval, if the Contracting 

Officer determines that one or more signifi-
cant deficiencies remain. 

(e) If the Contractor receives the Con-
tracting Officer’s final determination of sig-
nificant deficiencies, the Contractor shall, 
within 45 days of receipt of the final deter-
mination, either correct the significant defi-
ciencies or submit an acceptable corrective 
action plan showing milestones and actions 
to eliminate the significant deficiencies. 

(f) Withholding payments. If the Contracting 
Officer makes a final determination to dis-
approve the Contractor’s accounting system, 
and the contract includes the clause at 
252.242–7005, Contractor Business Systems, 
the Contracting Officer will withhold pay-
ments in accordance with that clause. 

(End of clause) 

[76 FR 28877, May 18, 2011, as amended at 77 
FR 11366, Feb. 24, 2012] 

252.243–7000 [Reserved] 

252.243–7001 Pricing of contract modi-
fications. 

As prescribed in 243.205–70, use the 
following clause: 

PRICING OF CONTRACT MODIFICATIONS (DEC 
1991) 

When costs are a factor in any price ad-
justment under this contract, the contract 
cost principles and procedures in FAR part 
31 and DFARS part 231, in effect on the date 
of this contract, apply. 
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